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Construction Contractors Industry 
Developments— 1998/99
Industry and Economic Developments
How is the construction industry performing?
The construction industry can be divided into the following three 
segments:
• B u ild in g  constru ction . This group includes contractors en­
gaged in the building o f  residential, com m ercial, indus­
trial, and other buildings.
• H eavy con s tru ction . This group includes contractors en­
gaged in n o n b u i ld in g  construction  such as highways, 
bridges, dams, railroads, sidewalks, airport runways, and 
other projects.
• Specia l trade. This group includes contractors w ho special­
ize in w ork such as painting, electrical, roofing, plumbing, 
carpentry, air-conditioning, and other specialties.
(N onbuilding construction generally consists o f  long-term , pub­
licly financed projects that are typically less sensitive to economic 
conditions than other segments o f  the industry.)
The construction industry is experiencing a boom  period. The  
robust economy, low  inflation, and low  interest rates have fueled 
construction spending across the nation. Moreover, a recently en­
acted $ 2 1 7  billion highway construction bill, and planned cash 
outlays by local governm ents to construct and im prove schools 
and other institutions should contribute to the continued growth  
o f  the construction industry. This positive growth is expected to 
continue for the next few years. However, the value o f  new con­
struction contracts has declined recently, and there are signs that 
the current boom m ay be receding. A  shortage o f  skilled laborers, 
rising prices for construction material, economic turm oil around
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the world, uncertainty in the stock market, and the housing cycle 
itself are threatening to slow down construction growth.
Home Building
The home building sector of the industry has been particularly 
strong. The economic growth that the country has been experi­
encing includes favorable conditions such as low unemployment, 
low interest rates, high levels of consumer confidence, rising 
wages, and large increases in the value of investments and savings. 
These factors contribute to a heavy demand for home construc­
tion and remodeling. Indeed, housing construction has reached 
record-breaking levels. In many areas, contractors have so much 
work that they are turning away business. W hat’s more, the strong 
home construction conditions are generally found throughout 
most regions of the nation, and encompass most segments of 
home building, including single-family and multifamily homes.
Whether the strong growth in home building can continue is dif­
ficult to determine. A slowdown in the rate of growth is expected. 
In fact, the pace of residential building and new home sales has 
retreated recently.
In addition to the high volume of home building business, con­
struction contractors are seeing favorable increases in their profit 
margins. These increases are largely the result of the intense de­
mand for new homes and improved efficiency in the way con­
tractors conduct their business.
The construction of nonresidential buildings is also robust. Orga­
nizations are spending capital to create buildings such as offices, 
plants, warehouses, hotels, schools, hospitals, and all sorts of non­
residential structures. The construction growth in these areas is at­
tributable to many factors, primary among them the strength of 
the overall economy, which encourages businesses to expand oper­
ations, and low interest rates, which encourage capital investments.
Like home building, nonresidential construction has also been 
exhibiting signs of a slower growth rate, however. Growth in of­
fice, hotel, store and other nonresidential building construction 
has abated lately. In particular, the building of manufacturing
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plants has slowed considerably, due to the uncertain future for U.S. 
manufacturers and exporters, in light of the current economic 
troubles in Asia and in other countries.
The Bureau of Statistics, at the U.S. Department of Commerce, has 
compiled the following information relating to new construction 
put in place:
Tables of New Construction Put in Place (Billions of Dollars— Seasonally Adjusted 
Annual Rate)
August 1998 August 1997
Total C o n stru ction 6 5 1 .6 6 2 3 .4
Private construction 5 0 3 .7 4 7 5 .5
Public construction 1 4 7 .9 1 4 7 .9
August 1998 August 1997
Residential buildings 2 9 6 .2 2 6 3 .5
August 1998 August 1997
N on-residentia l Buildings 1 6 4 .2 1 7 0 .1
Industrial 2 8 .6 3 3 .4
O ffice 3 6 .8 3 4 .1
H otels, m otels 13 .8 1 3 .4
O th er com m ercial 4 7 .0 5 1 .4
Religious 6 .4 5 .7
E ducational 8 .8 8 .5
H ospital and institu tional 1 3 .6 1 3 .9
M iscellaneous Buildings 9 .2 9 .7
August 1998 August 1997
Public C o n stru ction 1 4 7 .9 1 4 7 .9
H ousing and redevelopm ent 5 .2 4 .9
Industrial 1 .1 1.0
E ducational 2 7 .3 2 6 .7
H ospital 4 .2 5 .1
O th er public  buildings 2 7 .2 2 5 .5
(continued)
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August 19 9 8  August 19 9 7
H ighways and streets 4 4 .8 4 5 .9
M ilita ry  facilities 2 .9 2 .8
C o nservation  and developm ent 5 .4 5 .5
Sew er systems 1 0 .7 10 .1
W ater supp ly  facilities 6 .7 6 .1
M iscellaneous public 1 2 .4 1 4 .3
Auditors should consider the overall performance of the industry 
in which their construction clients operate, as it relates to their 
audits. Knowledge of industry conditions may influence audit 
planning and w ill better equip auditors to make decisions on 
their engagements and help them better advise their clients. Cer­
tain issues discussed below stem from the current conditions of 
the construction industry discussed above. For a more compre­
hensive overview of the performance of the construction indus­
try, auditors should consult the “References for Additional 
Guidance” section at the end of this Alert.
Audit Issues and Developments
Revenue Recognition
What are some matters an auditor should remember about revenue 
recognition at construction contractors?
The year 1998 has seen more than its share of high-profile inci­
dents of improper revenue recognition. Given the numerous rev­
enue recognition problems and the attendant publicity, auditors 
would do well to strengthen their focus on revenue recognition 
procedures at their clients.
The determ ination of the point or points at which revenue 
should be recognized as earned is a major accounting issue for 
construction contractors and an area of significant risk for audi­
tors. Accounting for construction contracts is essentially a process 
of measuring the results of relatively long-term events and allo­
cating those results to relatively short-term accounting periods.
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This involves the considerable use of estimates in determining 
revenue and assigning it to accounting periods. The process is 
complicated by the need to evaluate continually the uncertainties 
inherent in the performance of contracts and by the need to rely 
on estimates of revenue.
Generally, revenue recognition procedures at construction con­
tractors are performed at the individual contract level. The con­
tract is the profit center where revenue recognition is determined. 
Basically, two generally accepted methods of accounting for con­
tracts are available to construction contractors: the percentage-of- 
completion method and the completed contract method. The 
primary source of authority for these methods is AICPA State­
ment of Position (SOP) 8 Accounting fo r  Performance o f  Con­
struction-Type and  Certain Production-Type Contracts, and the 
AICPA Audit and Accounting Guide Construction Contractors. 
Auditors should understand these accounting methods and deter­
mine that they are properly applied by their construction clients. 
SOP 81-1 and the Audit and Accounting Guide Construction 
Contractors can be obtained by calling the AICPA Order Depart­
ment at l-(888)-777-7077.
Percentage-of-Completion Method
The most widely used method of accounting for contracts is the 
percentage-of-completion method. One of the most important 
components of the percentage-of-completion method is the mea­
surement of the progress of the job. In order to measure progress 
towards completion, input or output measures can be used. Input 
measures are defined in terms of efforts devoted to a contract, in­
cluding methods based on costs and on efforts expended, whereas 
output measures are based on results achieved such as units pro­
duced, units delivered, contract milestones, and value added. Al­
though the use of input and output measures are both allowed, 
output measures are in general better gauges of progress. Fre­
quently, output measures cannot be reasonably determined and, 
as a result, input measures are used.
When selecting a basis for measuring progress, weight should be 
given to all elements of a contractor's work, including the following:
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• Design of the project
• Obtaining the necessary labor, materials, supplies, and equip­
ment and mobilizing them at the construction site
• Managing the resources to complete the project
• Demobilizing the resources from the construction site
Completed Contract Method
The second method for recognizing revenue on construction 
contracts is the completed contract method. This method should 
only be used in any of the following instances:
1. When it does not vary materially from the percentage-of- 
completion method (for example, for short-term contracts)
2. If reasonably dependable estimates of costs, and so on, 
cannot be made
3. If there are inherent hazards (for example, contracts exposed 
to condemnation) that cause estimating to be undependable
The completed contract method is sometimes used by contrac­
tors that primarily have short-term contracts.
If the completed contract method is used, all revenues on a con­
tract are deferred until the contract is completed. Once a contract 
is substantially complete, all of the revenue on the contract is 
recognized. Determining whether a contract is substantially com­
plete is a matter of judgment. Generally, a contract is considered 
substantially complete when the remaining costs, as well as the 
potential risks on a contract, are insignificant. Regardless of the 
criteria used for determining substantial completion, they should 
be consistently applied.
Auditing Estimates
Auditing revenue recognition at construction contractors should 
be performed during the final phase of the audit, after adjust­
ments such as changes to contract billings and costs are made. As 
mentioned above, revenue recognition for construction contrac­
tors involves the considerable use of estimates.
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Auditors should be particularly alert to the need for revisions to 
estimates of total contract revenue, and whether the revisions 
made by management are appropriate. Revisions made to revenue 
estimates are considered changes in accounting estimates as defined 
in Accounting Principles Board (APB) Opinion No. 20, Account­
in g Changes (FASB, Current Text, vol. 1, sec. A06). Opinion 20 has 
been interpreted to permit the following two alternative methods 
of accounting for changes in accounting estimates:
• Cumulative catch-up. Account for the change in estimate in 
the period of change so that the balance sheet at the end of 
the period of change and the accounting in subsequent 
periods are as they would have been if the revised estimate 
had been the original estimate.
• Reallocation. Account for the effect of the change ratably over 
the period of change in estimate and subsequent periods.
Although both methods are used in practice to account for changes 
in estimates of total revenue, total costs, or extent of progress 
under the percentage-of-completion method, the cumulative 
catch-up method is more widely used. Accordingly, to narrow the 
areas of differences in practice, such changes should be accounted 
for by the cumulative catch-up method.
When auditing estimates and their revisions, auditors should be 
familiar with Statement on Auditing Standards (SAS) No. 57, Au­
diting Accounting Estimates (AICPA, Professional Standards, vol. 1, 
sec. AU 342), which provides guidance on obtaining and evaluat­
ing sufficient competent evidential matter to support significant 
accounting estimates used in a clients financial statements.
Presented below are practice tips for auditing estimates.
• In evaluating the reasonableness of estimates, consider your 
history with the client, the original bid estimates for the 
contract, the differences between the contract amount 
awarded and the next lowest bidder, reasons for any large 
differences, and management's explanation for profit fluctu­
ations differing from expected amounts.
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• Be alert for hidden assumptions. Just because something is 
the same as last year does not mean it is supposed to be the 
same as last year.
• Post-balance-sheet events are a great source to either corrob­
orate or contradict assumptions used in an estimate.
• Be especially wary of any contracts in which little or no esti­
mated profit is projected. If this occurs, compare original 
bid documents to current total cost projections, determine 
the status of any pending change orders, and consult with 
project managers, engineers, estimators, or outside special­
ists as necessary (see SAS No. 73, Using the Work o f  a Spe­
cialist [AICPA, Professional Standards, vol. 1, AU sec. 336], 
for guidance on using specialists) before forming an opin­
ion as to the adequacy of estimated total contract costs and 
the need to record potential losses.
• Remember your overall objective. You are not trying to con­
clude that any one given outcome is expected. You are trying 
to determine whether certain assumptions are supportable 
and provide a reasonable basis for the estimate.
Auditing Concerns During Prosperous Times
What are some risks that may develop during a prosperous 
business period?
As mentioned earlier, the construction industry, in general, is experi­
encing a period of growth and prosperity. Nevertheless, an auditor 
should not become complacent during these good times and should 
be alert to the existence of risk during a prosperous economic period.
Auditors should be alert to the potential for management to use 
overly optimistic assumptions when developing estimates under 
favorable economic conditions. If economic conditions change sig­
nificantly for the worse, such overly optimistic assumptions, unless 
revised, may result in material misstatements. As mentioned in the 
“Revenue Recognition” section of this Audit Risk Alert, when 
auditing estimates and their revisions, auditors should under­
stand the requirements of SAS No. 57. The guidelines in SAS
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No. 57 w ill help auditors properly assess the reasonableness of 
estimates and their revisions.
Job site visits can assist the auditor in assessing the reasonableness 
of estimates by comparing their underlying principles with actual 
conditions at the construction site. Such visits provide valuable 
firsthand information about the physical status of construction 
projects and the existence of operational problems that may have 
accounting implications. An on-site visit can help auditors obtain 
information and supporting documentation to evaluate the rea­
sonableness of the progress of the project to date. The auditor 
may perform such procedures as the following.
• Identify uninstalled materials that should be excluded when 
measuring progress toward completion.
• Discuss with job site personnel the status of labor hours 
incurred to date and estimates to complete, including an 
evaluation of those estimates by observing the physical 
progress of the project. If the project is complicated, the au­
ditor should consider engaging the services of a specialist.
Finally, although business conditions are currently positive, a 
change in economic conditions in the near future may affect a large 
number of construction contractors’ business decisions. For exam­
ple, contractors may enter into high-risk contracts with uncredit- 
worthy customers in the hope of maintaining the results achieved 
during better times. In this circumstance, the auditor's assessment 
of the proper valuation of receivables from such customers may 
take on increased importance. Auditors may consider applying 
procedures such as reviewing subsequent cash receipts, assessing 
customer financial viability and past payment performance, and 
evaluating the adequacy of allowances for doubtful accounts.
The Third Millenium Bug
What is the year 2000 issue, and how will it affect the 
construction industry?
The inability of most computer programs to distinguish the year 
1900 AD from the year 2000 AD poses substantial risks to con­
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struction contractors. The majority of computer operating sys­
tems and programs currently in use have six-digit date fields 
(YY/MM/DD), which represent, for example, December 31, 1999, 
by 99/12/31. The six-digit field, with only two digits for the year, 
is the basis for all date-related calculations within most computer 
systems today, particularly mainframes. The fundamental prob­
lem posed for these systems by the arrival of the year 2000 is that 
they have no way of expressing a date past year-end 1999; 00/01/01 
will be interpreted by them as January 1, 1900.
The year 2000 problem is pervasive and complex. Virtually every 
organization will have its computing operations affected in some 
way by the rollover of the two-digit year value to 00. Construction 
contractors, subcontractors, suppliers, lenders, and others with 
whom the contractor does business need to address the risks associ­
ated with the coming millenium. Assuring that computer systems 
and applications are year 2000 compliant presents a complex man­
agerial and technological challenge for most companies. Achieving 
year 2000 compliance in mission-critical systems is essential for 
maintaining the quality and continuity of the business.
The year 2000 is not only an information systems issue, but an 
enterprise-wide challenge that must be addressed at the very high­
est level of a construction contractor. Unlike other industries, such 
as financial institutions, the construction industry is generally 
behind in preparing for the year 2000. Senior management and the 
board of directors should actively manage efforts to plan, allocate 
resources, and monitor progress to correct year 2000 problems.
Essentially, any system applications or processes at the construction 
contractor that are date- sensitive will be affected by the millenium 
bug. If data entered into those applications and processes include 
dates beyond 1999, problems may very well arise, which can dis­
rupt operations and create inaccurate financial results. Applications 
and processes that may be affected include the following:
• Job scheduling
• Job estimating
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• Job costing and budgeting
• Purchasing
• Depreciation and amortization
• Payroll
• Accounts receivable
• Accounts payable
• Tracking of license, insurance, and permit expirations
Management of construction companies will need to address pos­
sible year 2000 issues with these applications and processes, and 
other systems.
Auditing Issues
First, it must be understood that it is the responsibility of an en­
tity’s management— not of the auditor— to assess and remedy the 
effects of the year 2000 on an entity’s systems. Under generally 
accepted auditing standards (GAAS), the auditor has a responsi­
bility to plan and perform the audit to obtain reasonable assur­
ance about whether the Financial statements are free of material 
misstatement, whether caused by error or fraud. Thus, the audi­
tor’s responsibility relates to the detection of material misstate­
ment of the financial statements being audited, whether caused 
by the year 2000 or by some other cause.
Many auditing and accounting issues exist related to the year 2000 
issue, including audit planning, going-concern issues, establishing 
an understanding with the client, valuation, impairment, revenue 
and expense recognition, and disclosure. These issues are fully dis­
cussed in the AICPA general Audit Risk Alert—1998/99 (Product 
No. 022223). Auditors should be aware of these auditing and 
accounting issues and should understand the various auditing and 
accounting guidance that has been issued on the year 2000 issue. 
The general Audit Risk Alert—1998/99 can be obtained by calling 
the AICPA Order Department at l-(888)-777-7077.
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Misappropriating Construction Equipment
Should auditors be concerned with the risk of misappropriation of 
heavy equipment?
The misappropriation of heavy construction equipment is a 
growing problem in the construction industry and, in some areas 
of the country, has reached unprecedented heights. Although many 
people might assume that a massive, yellow bulldozer is almost 
impossible to steal, the fact is that many thieves simply walk onto 
construction sites and take bulldozers, loaders, excavators, back- 
hoes, and other heavy construction pieces and equipment.
A primary reason for the easy misappropriation of heavy assets is 
that manufacturers design the vehicles to operate with a single 
universal key, which can be found almost everywhere. In addi­
tion, manufacturers have improved construction equipment, 
making these vehicles much easier to drive and operate. Thus, it 
does not take unusual skill to start and drive many of the heavy 
pieces. Another significant factor contributing to the ease of steal­
ing construction pieces is the lack of adequate paperwork required 
to purchase construction equipment, therefore making it more 
difficult to trace. Thieves often pretend to be construction work­
ers moving heavy construction pieces, and are unnoticed.
Finally, the robust performance of the construction industry is 
fueling the rise in the theft of heavy construction equipment, by 
creating a great demand for heavy equipment such as bulldozers 
and tractors. Stealing or buying the stolen goods is the quickest 
and least expensive way to get heavy equipment. Only a small 
percentage of stolen equipment is ever recovered, and big profits 
can be made in stealing and selling the pieces.
Auditing Concerns
An auditor would be concerned if  there is a risk that the theft of 
heavy equipment causes the construction contractor’s financial 
statements to be materially misstated. Auditors should under­
stand and apply the requirements of SAS No. 82, Consideration  
o f  F raud  in  a F in a n cia l S ta tem en t A udit (AICPA, P ro fe ss ion a l 
Standards, vol. 1, AU sec. 316). SAS 82 is the primary guidance
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on auditing responsibilities concerning the risk of material mis­
statement of the financial statements due to fraud arising from 
misappropriation of assets. (SAS 82 also provides guidance on 
fraud related to fraudulent financial reporting.) Misappropriation 
of assets includes the theft of heavy construction equipment.
As stated in SAS No. 82, auditors should consider fraud risk fac­
tors that relate to misstatements arising from misappropriation of 
assets in each of the following categories.
1. Susceptibility o f  assets to misappropriation. These pertain to 
the nature of an entity’s assets and the degree to which they 
are subject to theft.
2. Controls. These involve the lack of controls designed to pre­
vent or detect misappropriation of assets.
At first glance, heavy construction equipment may not appear 
susceptible to misappropriation. But a consideration of the facts 
mentioned above (for example, the demand for the equipment 
and the ease of access) may lead an auditor to conclude that there 
are risk factors present that may make the heavy equipment sus­
ceptible to theft. Presented below are some risk factors relating to 
misstatements arising from misappropriation of heavy equipment 
assets. The following risk factors do not necessarily indicate the 
existence of fraud; however, they have been observed in circum­
stances where misappropriation of assets have occurred:
• Material job site inventory
• Remote operations causing management oversight difficulties
• A lack of management oversight, such as monitoring job site 
activities
• Poor physical safeguards at job sites and over equipment
• Inadequate record keeping with respect to heavy equipment
If a risk of material misstatement due to fraud relating to misap­
propriation of heavy equipment is identified, the audit response 
should be directed toward the account balance, and the scope of 
the work should be linked to the specific information about the
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misappropriation risk that has been identified. For example, ob­
taining an understanding of the control activities related to the 
prevention and detection of the theft of heavy equipment and 
testing the operating effectiveness of such controls may be war­
ranted. In certain circumstances, physical inspection of the heavy 
pieces at or near year-end may be appropriate.
Auditors should read the AICPA's Practice Aid, entitled Consider­
in g Fraud in a Financial Statement Audit: Practical Guidance fo r  
Applying SAS No. 82, to better understand and implement the 
requirements of SAS No. 82. This publication can be obtained by 
calling the AICPA Order Department at 1-(888)-777-7077, and 
requesting Product No. 008883.
Global Economic Crisis
What, briefly, are these global economic problems all about, and how do 
they affect construction contractors?
There is a global financial and economic crisis occurring that is 
shaping up to be one of the most exacting economic shocks of the 
century. Beginning in the foreign exchange markets of Asia and 
mushrooming into the banking sector, this crisis has spread to 
Russia and Latin America, and is threatening to destabilize the 
European and American economies. A global recession may result, 
with serious implications for U.S. companies and Americans.
Construction contractors will be affected by the global economic 
turmoil in three main ways. First, contracts to perform work on 
overseas projects, located in countries experiencing economic diffi­
culties, may be delayed or canceled. Second, Asian contractors des­
perate for work, and contractors from other areas of the globe 
suffering similarly harsh economic times, may compete for work in 
the United States, thus increasing the competition within the con­
struction industry. Third, businesses and people in the United 
States adversely affected by the global crisis may spend less money 
on construction projects. Businesses may curtail their expansion 
plans, and people may put off remodeling projects or home pur­
chases, if the financial problems affecting the global economy cause 
economic conditions in America to take a turn for the worse.
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Auditing Issues
Auditors should be aware of their responsibilities pursuant to the 
guidance set forth under SAS No. 22, Planning and  Supervision 
(AICPA, Professional Standards, vol. 1, AU sec. 311). SAS No. 22 
requires, in part, that in planning the audit, the auditor should 
consider matters affecting the industry in which the entity oper­
ates, including current economic conditions. As such, auditors 
should assess the potential impact that the global economic crisis 
may have on their construction clients when considering the 
nature, timing, and extent of work to be performed. Factors to be 
considered in making the assessment might include the following:
• Whether Asian and other affected foreign businesses are 
among the contractor's major customers or suppliers
• The extent to which the client competes with low-priced 
foreign construction firms
• The extent to which a contractor’s major customers are de­
pendent upon foreign trade, or suffer economic setbacks 
due to the global crisis. For example, a contractor may ser­
vice a concentrated base of customers who are employed 
by or are dependent upon one major corporation in the 
area. If that corporation is severely affected by the global 
economic crisis, it may need to lay off employees, cut back 
wage increases, and take other austerity measures. These 
actions could affect the ability and desire of the company’s 
employees, and others dependent upon the corporation, to 
buy new homes, remodel existing homes, or purchase other 
kinds of construction work. Consequently, the contractor 
may lose substantial amounts of work and may not be able 
to collect on work already performed.
If it appears likely that the Asian crisis may have an impact on any 
aspect of the contractor’s operations, consideration should be 
given to the possible audit and accounting issues that might arise. 
Examples include some of the following.
• Auditors should consider whether management has appro­
priately accounted for and made all required disclosures
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relating to foreign currency translation and transactions 
arising from the translation of asset and liability positions, 
and revenue and expense transactions in currencies other 
than the U.S. dollar, pursuant to Financial Accounting Stan­
dards Board (FASB) Statement No. 52, Foreign Currency 
(FASB, Current Text, vol. 1, sec. F60).
• The global crisis may also result in a greater number of 
risks and uncertainties for some contractors, particularly 
with regard to current vulnerability due to certain concen­
trations. Auditors should consider whether management 
has appropriately evaluated all such risks and uncertainties 
and made the necessary disclosures pursuant to SOP 94-6, 
Disclosure o f  Certain Significant Risks and Uncertainties. In 
addition, auditors should also evaluate management’s con­
sideration of related contingencies arising from the global 
crisis, pursuant to FASB Statement No. 5, Accounting fo r  
Contingencies (FASB, Current Text, vol. 1, sec. C59).
• The collectibility of amounts due from troubled foreign 
entities or from people and entities suffering financial 
problems due to the global crisis may be called into ques­
tion. Auditors should consider whether management has 
properly valued these receivables.
• For a number of contractors, the economic impact of the 
global crisis may engender fraud risk factors that suggest an 
increased possibility of misstatements arising from fraudu­
lent financial reporting. For example, to offset losses in­
curred from a slowdown in construction projects to Asian 
customers or local customers affected by the financial cri­
sis, a contractor may resort to the inappropriate accelera­
tion of revenue recognition or the improper deferral of 
expenses. SAS No. 82 sets forth the auditor’s responsibili­
ties to detect fraud in a financial statement audit.
• Going-concern issues may arise for those construction 
entities with significant reliance on people and businesses 
adversely affected by the economic crisis. In such circum­
stances, auditors should consider the guidance set forth
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under SAS No. 59, The Auditor’s Consideration o f  an Entity’s 
Ability to Continue as a Going Concern (AICPA, Professional 
Standards, vol. 1, AU sec. 341).
These examples call attention to some of the possible auditing 
and accounting implications of the global economic crisis, but 
should not be viewed as an exhaustive list of all the issues that might 
arise. Auditors should continue to monitor the crisis and carefully 
assess its impact on their clients, considering all relevant facts and 
circumstances.
Skilled Labor Shortage
What should concern an auditor about the shortage of skilled 
construction labor?
The construction industry is experiencing a serious shortage of 
skilled workers, including craftsmen, engineers, bricklayers, welders, 
electricians, insulators, and others. This shortage is to be found 
across the country, but it is most severe in the Southeast and 
Southwest. This lack of skilled workers is considered by many to 
be the most serious issue confronting the industry.
A lack of qualified employees, or the existence of unqualified em­
ployees, at a construction contractor can be a concern to an audi­
tor if  such labor problems have the potential to affect the future 
earnings and financial health of the contractor. Also, a lack of 
skilled labor, or the hiring of employees lacking adequate skills 
(due to the labor shortage), may increase the construction entity’s 
exposure to contract disputes, litigation, claims and liabilities re­
sulting from poor workmanship or uncompleted projects.
Auditors should be alert to the labor shortage problem in the indus­
try and determine whether that problem will have a significant effect 
on the entity’s business. Auditors should obtain reasonable assurance 
that matters involving alleged breach of contract, liabilities related to 
faulty construction work, and litigation or claims related to contract 
disputes have been identified, accounted for, and disclosed. The pro­
cedures an auditor follows to satisfy himself with respect to such 
potential liabilities will depend upon the circumstances of the indi­
vidual engagement and the judgment of the auditor.
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Since matters such as breach of contract and liabilities stemming 
from faulty or uncompleted construction work are matters within 
the direct knowledge and, often, the control of management of a 
contractor, management is the primary source of information 
about such matters. Depending upon the judgment of the audi­
tor and the planning and risk assessment decisions that have been 
reached, the auditor may want to include the following proce­
dures in his efforts to identify and audit breach of contract mat­
ters, liabilities related to faulty or uncompleted construction 
work, contract disputes, litigation, and other claims.
• Discuss with management the existence, if  any, of a labor 
shortage problem at the contractor and any significant 
problems with the quality of the employees working on the 
company’s construction projects. Perform other procedures, 
as m ight be deemed necessary, to determine whether a 
skilled labor shortage problem exists at the client. Determine 
whether any problems identified may pose a sufficient risk 
that additional audit procedures are necessary.
• Inquire of management about unrecorded liabilities, loss 
contingencies, claims regarding breach of contract, and faulty 
or uncompleted work.
• Read the minutes of meetings of stockholders, directors, 
and appropriate committees held during and subsequent 
to the period being audited.
• Read contracts, correspondence and invoices from lawyers, 
and similar documents.
• Inquire of and discuss with management the policies and 
procedures adopted for identifying, evaluating, and account­
ing for litigation, claims, and assessments.
• Obtain from management a description and evaluation of 
litigation, claims, and assessments that existed at the date of 
the balance-sheet being reported on, and during the period 
from the balance sheet date to the date the information is fur­
nished, including an identification of those matters referred 
to legal counsel, and obtain assurances from management,
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in writing, that they have disclosed all such matters required 
to be disclosed by FASB Statement No. 5.
• Obtain a written confirmation from management that it has 
disclosed all unasserted claims that the lawyer has advised 
them are probable of assertion and must be disclosed in 
accordance with FASB Statement No. 5.
• Request management to send a letter of inquiry to those 
lawyers with whom management consulted concerning lit­
igation, claims, and assessments.
Auditors should be familiar with the guidance contained in SAS 
No. 12, Inquiry o f  a Client’s Lawyer Concerning Litigation, Claims, 
and  Assessments (AICPA, Professional Standards, vol. 1, AU sec. 
337), FASB Statement No. 3 referred to above, and SOP 94-6, 
Disclosure o f  Certain Significant Risks and Uncertainties.
Equipment Leasing
What accounting guidance applies to lease arrangements, and 
what are some auditing steps that an auditor should consider when 
examining leases?
Construction contractors are choosing more often to lease equip­
ment instead of buying it. There are many benefits to leasing, 
including the avoidance of large cash outlays, lower monthly pay­
ments, and protection against obsolete equipment.
Considering the increase in leasing activities, auditors should 
refresh their understanding of the relevant accounting guidance 
regarding leasing and determine that lease arrangements at their 
construction clients are properly accounted for.
FASB Statement No. 13, Accounting f o r  Leases (FASB, Current 
Text, sec. L10), is the primary guidance concerning lease account­
ing. Many amendments to and interpretations of FASB Statement 
No. 13 have been issued, and numerous FASB Emerging Issues 
Task Force (EITF) consensuses addresses accounting for leases. 
Auditors should become familiar with the relevant guidance related 
to lease accounting. In planning the engagement, auditors should 
identify material lease agreements and determine whether their
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clients are complying with their obligations under those agree­
ments. To be able to determine whether the client has properly 
accounted for and disclosed its lease agreements, the auditor will 
need to understand the lease agreements, how the leases should 
be classified, and what accounting treatment is appropriate under 
those classifications. In addition, auditors should keep in mind 
the following audit procedures when examining lease agreements.
• Consider the advisability of obtaining from the lessor con­
firmation of compliance w ith restrictive covenants and 
other pertinent details of significant lease agreements.
• Refer to the applicable accounting standards for a descrip­
tion of disclosure information, such as rental expenses, 
minimum future rental payments, and general description 
of leasing arrangements.
• Determine whether proper consideration was given to non- 
capitalizable costs (such as taxes, insurance, and mainte­
nance) in computing the amount of lease cost capitalized.
In addition to the authoritative guidance regarding accounting for 
leases, auditors can obtain from the AICPA a computer-based train­
ing course titled Accounting fo r  Leases (Product No. 702377JK). 
This course will also provide the auditor with eight hours of con­
tinuing professional education credit.
Analytical Review Concern1
What should an auditor be careful about avoiding, when performing 
analytical procedures?
Authoritative guidance on the use of analytical procedures by 
auditors is set forth in SAS No. 56, Analytical Procedures (AICPA, 
Professional Standards, vol. 1, AU sec. 329). The analytical review 
process includes various procedures used to evaluate the financial 
position and operations of a contractor. Analytical procedures in­
volve comparisons of recorded amounts, or ratios developed from 
recorded amounts, to expectations developed by the auditor.
1. This section is adapted from the November 1997 Journal of Accountancy.
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Recent research indicates that a concern exists in that some audi­
tors are allowing unaudited account balances (or ratios) to unduly 
influence expectations of what current balances should be, when 
performing analytical procedures. Relying on current unaudited 
balances may bias an auditor when deciding whether to further in­
vestigate and may possibly adversely affect audit efficiency or effec­
tiveness. Audit testing should involve the corroboration of account 
balances by comparing unaudited balances with independent ex­
pectations of what those balances should be. The audit test would 
be unreliable if  the expectation of an account balance or ratio was 
unduly influenced by unaudited amounts. Auditors should keep 
these points in mind when performing analytical procedures.
EITF Issue Nos. 97-10 and 97-11
How do EITF Issue Nos. 97-10 and 97-11 apply to 
construction contractors?
EITF Issue 97-10, The Effect o f  Lessee Involvement in Asset Construc­
tion, addresses how an entity (lessee) that is involved with the con­
struction of an asset that it will lease when construction is completed 
should determine whether it should be considered the owner of 
that asset during the construction period. EITF Issue No. 97-10 
would apply if an entity constructing a building will also lease more 
than a minor portion of the building. If this issue is relevant, audi­
tors should consider the requirements of EITF Issue No. 97-10, 
and the client's compliance with those requirements.
EITF Issue No. 97-11, Accounting fo r  Internal Costs Relating to Real 
Estate Property Acquisitions, states that the internal costs of preac­
quisition activities incurred in connection with the acquisition of 
an operating property should be expensed as incurred. Auditors 
should be familiar with the requirements of EITF Issue No. 97-11 
if their construction client has acquired property prior to construc­
tion. In a related manner, the FASB is working on a proposed 
Statement that would amend FASB Statement No. 66, Accounting 
fo r  Sales o f  Real Estate (FASB, Current Text, vol. 1, sec. R 10), to clar­
ify that the scope of that Statement is consistent with the scope of 
FASB Statement No. 98, Accounting fo r  Leases (FASB, Current Text, 
vol. 1, sec. L10). FASB Statement No. 66 does not explicitly define
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real estate or explain to what real estate transactions it is specifically 
applicable. The proposed Statement would state that the provisions 
of FASB Statement No. 66 apply to all sales of real estate with 
property improvements or integral equipment such as manufactur­
ing facilities, power plants, and refineries. Auditors should be alert 
to a final pronouncement by the FASB on this matter.
Executive Summary— Audit Issues and Developments
• With revenue recognition problems receiving so much attention lately, 
auditors may want to strengthen their focus on revenue recognition 
at their clients. Auditors should determine that the requirements o f 
SOP 81-1 are being met. SAS No. 57 provides guidance on auditing 
estimates.
• Auditors should be alert to the use by management o f overly optimistic 
assumptions during prosperous times. Job site visits can assist the audi­
tor in assessing the reasonableness o f management assumptions.
• If economic conditions deteriorate, auditors should be alert to contrac­
tors entering into high-risk contracts in the hope o f maintaining results 
achieved during better times.
• The inability o f most computer programs to distinguish the year 1900 
AD from the year 2000 AD poses substantial risks to construction 
contractors. The AICPA general Audit Risk Alert— 1998/99 addresses 
the auditing and accounting issues related to the year 2000 issue.
• The misappropriation o f heavy construction equipment is a growing 
problem in the industry. An auditor would be concerned if there is a 
risk that the theft o f heavy equipment causes the construction contrac­
tor's financial statements to be materially misstated.
• Auditors should assess the potential effect that the global economic 
crisis may have on their construction clients.
• Auditors may want to determine whether the labor shortage problem 
in the industry has a significant effect on their clients. Issues such as 
breach o f contract, liabilities related to faulty work, and contract 
disputes may arise because o f the labor shortages.
• Auditors should be aware o f the extent o f leasing activities at their 
clients and should determine that generally accepted accounting 
principles (GAAP) are being properly applied.
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• W hen auditors are performing analytical procedures, they should 
remember not to let unaudited account balances or ratios unduly in­
fluence expectations o f what current balances should be.
• Auditors should be aware o f the guidance contained in EITF Issue 
No. 97-10, The Effect o f  Lessee Involvement in Asset Construction, and 
EITF Issue No. 97-11, Accounting fo r  Internal Costs Relating to Real 
Estate Property Acquisitions, if  such issues are relevant.
New Auditing and Attestation Pronouncements
What new auditing and attestation standards have been issued?
Presented below are descriptions of recently issued auditing and 
attestation pronouncements that may be applicable to construc­
tion contractors. For a complete list and description of all 
new auditing and attestation developments, including Audit 
Issues Task Force (AITF) Interpretations and AITF Advisories, 
auditors should read the AICPA general Audit Risk Alert—1998/99 
(Product No. 022223). Call the AICPA Order Department at 
l-(888)-777-7077 to order.
New Auditing Standards
SAS No. 86 Amendment to Statement on Auditing 
Standards No. 72, Letters for Underwriters and Certain 
Other Requesting Parties
The Auditing Standards Board (ASB) issued SAS No. 86 in March 
1998 to reflect the issuance of SSAE No. 8, Management's Discussion 
and Analysis (AICPA, Professional Standards, vol. 1, AT sec. 700). 
SAS No. 86 allows practitioners that have examined or reviewed 
management’s discussion and analysis (MD&A), in accordance 
with the provisions of SSAE No. 8, to state that fact in the intro­
ductory section of the comfort letter (a special kind of agreed- 
upon procedures report that may be issued in connection with a 
securities offering) and attach a copy of the SSAE No. 8 report to 
the comfort letter. SAS No. 86 presents examples of comfort let­
ters that contain references to either an examination of annual
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MD&A or a review of interim MD&A. SAS No. 86 is effective for 
comfort letters issued on or after June 30, 1998.
SAS No. 87 Restricting the Use o f  an Auditors Report
The ASB issued SAS No. 87 in September 1998 and it is effective 
for reports issued after December 31, 1998. SAS No. 87 provides 
guidance to auditors in determining whether an engagement re­
quires a restricted-use report and, if  so, what elements to include 
in that report. The Statement states that an auditor should re­
strict the use of a report when—
• The subject matter of the auditor’s report or the presenta­
tion being reported on is based on measurement or disclo­
sure criteria contained in contractual agreements or regulatory 
provisions that are not in conformity with GAAP or other 
comprehensive basis of accounting (OCBOA).
• The accountant’s report is based on procedures that are 
specifically designed and performed to satisfy the needs of 
specified parties who accept responsibility for the suffi­
ciency of the procedures.
• The auditor’s report is issued as a by-product of a financial 
statement audit and is based on the results of procedures 
designed to enable the auditor to express an opinion on the 
financial statements taken as a whole, not to provide assur­
ance on the specific subject matter of the report.
In addition to describing the circumstances in which the use of 
an auditor’s report should be restricted, SAS No. 87, among 
other things, defines the terms gen era l use and restricted  use, 
specifies the language to be used in restricted-use reports, and 
requires an auditor to restrict a single combined report if  it cov­
ers subject matter or presentations that ordinarily do not re­
quire a restriction on use and subject matter or presentations 
that require such a restriction. It permits auditors to include a 
separate general-use report in a document that also contains a 
restricted-use report.
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SAS No. 21, Segment Information (AICPA, Professional Standards, 
vol. 1, AU sec. 435), contained guidance for auditing disclosures 
made in accordance with the provisions of FASB Statement No. 
14, Financial Reporting fo r  Segments o f  a Business Enterprise (FASB, 
Current Text, vol. 1, sec. S20). FASB Statement No. 14 was super­
seded upon the issuance of FASB Statement No. 131, Disclosures 
about Segments o f  an Enterprise and Related Information  (FASB, 
Current Text, vol. 1, sec. S30), which is effective for fiscal years 
beginning after December 15, 1997. Accordingly, the ASB has 
rescinded SAS No. 21 effective for audits of financial statements 
to which FASB Statement No. 131 has been applied. In its place, 
Auditing Interpretation No. 4, “Applying Auditing Procedures to 
Segment Disclosures in Financial Statements,” of SAS No. 31 has 
been issued. See the “New Auditing Interpretations and AITF 
Advisory” section of the general Audit Risk Alert—1998/99 for a 
more detailed discussion of the new Interpretation.
New Attestation Standard
SSAE No. 8, M anagement's Discussion a n d  Analysis
Issued by the ASB in March 1998, SSAE No. 8 provides guidance 
to a practitioner concerning the performance of a review or ex­
amination of MD&A prepared pursuant to the rules and regula­
tions of the Securities and Exchange Commission (SEC). The 
presentation of MD&A in annual reports to shareholders and in 
other documents constitutes a written assertion upon which an 
attest engagement may be performed. Specifically, SSAE No. 8—
1. Sets conditions for engagement performance for both exam­
inations and reviews of MD&A.
2. Provides extensive guidance on planning, performing, and 
reporting on examinations and reviews of MD&A.
3. Provides a comparison of activities performed for engage­
ments covered by SAS No. 8, Other Information in Docu­
ments Containing Audited F inancial Statements (AICPA, 
Professional Standards, vol. 1, AU sec. 550), with those per­
formed under SSAE No. 8.
SAS No. 21 Rescinded
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In September 1998, the ASB voted to issue the exposure draft 
Amendments to SSAE No. 1, Attestation Standards; SSAE No. 2, 
Reporting on an Entity’s Internal Control Over Financial Reporting; 
SSAE No. 3, Compliance Attestation as a final standard. See the 
“Exposure Draft Issued by the Auditing Standards Board” section 
of the general Audit Risk Alert—1998/99 for further information.
Executive Summary— New Auditing and Attestation Developments
• See the AICPA general Audit Risk Alert— 1998/99 for a thorough listing 
o f new auditing and attestation developments.
• SAS No. 86, Amendment to SAS No. 72, Letters fo r  Underwriters and 
Certain Other Requesting Parties
• SAS No. 87, Restricting the Use o f  an Auditor’s Report
• SAS No. 21, Segment Information— Rescinded
• SSAE No. 8, M anagement’s Discussion and Analysis
Accounting Issues and Developments
What new accounting pronouncements have been issued?
Presented below are descriptions of some recent accounting devel­
opments that auditors should know about. Auditors should read the 
AICPA general Audit Risk Alert—1998/99 (Product No. 022223) 
for a complete listing and description of recent GAAP develop­
ments, including FASB EITF Consensus Positions and AICPA 
SOPs. Call the AICPA Order Department at l-(888)-777-7077 
to order.
New FASB Pronouncements
FASB Statement No. 132, Employers’ Disclosures about 
Pensions and Other Postretirement Benefits, an amendment 
o f FASB Statements No. 87, 88, and 106
In February 1998, the FASB issued Statement No. 132, Employers’ 
Disclosures about Pensions and  Other Postretirement Benefits, an 
amendment o f  FASB Statements No. 87, 88, and 106 (FASB, Current
SSAE No. 8 became effective upon issuance.
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Text, vol. 1, secs. P 16, P40). FASB Statement No. 132 revises em­
ployers’ disclosures about pension and other postretirement ben­
efit plans. It does not change the measurement or recognition of 
those plans. It standardizes the disclosure requirements for pen­
sions and other postretirement benefits to the extent practicable, 
requires additional information on changes in the benefit obliga­
tions and fair values of plan assets that will facilitate financial analy­
sis, and eliminates certain disclosures that are no longer as useful as 
they were when FASB Statement Nos. 87, Employers Accounting fo r  
Pensions (FASB, Current Text, vol. 1, sec. P 16); 88, Employers’ 
A ccounting f o r  Settlements and  Curtailments o f  D efin ed  B enefit 
Pension Plans and  fo r  Termination Benefits (FASB, Current Text, 
vol. 1, sec. P16); and 106, Employers’ Accounting fo r  Postretirement 
Benefits Other Than Pensions (FASB, Current Text, vol. 1, sec. P40), 
were issued. FASB Statement No. 132 suggests combined formats 
for the presentation of pension and other postretirement benefit dis­
closures. It also permits reduced disclosures for nonpublic entities.
FASB Statement No. 132 is effective for fiscal years beginning 
after December 15, 1997. Earlier application is encouraged. Re­
statement of disclosures for earlier periods provided for compara­
tive purposes is required unless the information is not readily 
available, in which case the notes to the financial statements 
should include all available information and a description of the 
information not available.
FASB Statement No. 133, Accounting for Derivative Instruments 
and Hedging Activities
In June 1998, the FASB issued Statement No. 133 Accounting fo r  
D erivative Instruments and  H edging Activities. FASB Statement 
No. 133 establishes accounting and reporting standards for deriv­
ative instruments, including certain derivative instruments em­
bedded in other contracts (collectively referred to as derivatives) 
and for hedging activities. It requires that an entity recognize all 
derivatives as either assets or liabilities in the statement of financial 
position and measure those instruments at fair value. If certain con­
ditions are met, a derivative may be specifically designated as (a) a 
hedge of the exposure to changes in the fair value of a recognized 
asset or liability or an unrecognized firm commitment; (b) a hedge
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of the exposure to variable cash flows of a forecasted transaction; or 
(c) a hedge of the foreign-currency exposure of a net investment in 
a foreign operation, an unrecognized firm commitment, an avail­
able-for-sale security, or a foreign-currency-denominated fore­
casted transaction.
The accounting for changes in the fair value of a derivative (that 
is, gains and losses) depends on the intended use of the derivative 
and the resulting designation.
For a derivative designated as hedging the exposure to changes in 
the fair value of a recognized asset or liability or a firm commit­
ment (referred to as a fair-value hedge), the gain or loss is recog­
nized in earnings in the period of change together with the 
offsetting loss or gain on the hedged item attributable to the risk 
being hedged. The effect of that accounting is to reflect in earnings 
the extent to which the hedge is not effective in achieving offset­
ting changes in fair value.
For a derivative designated as hedging the exposure to variable 
cash flows of a forecasted transaction (referred to as a cash-flow 
hedge), the effective portion of the derivative’s gain or loss is ini­
tially reported as a component of other comprehensive income 
(outside earnings) and subsequently reclassified into earnings 
when the forecasted transaction affects earnings. The ineffective 
portion of the gain or loss is reported in earnings immediately.
For a derivative designated as hedging the foreign-currency expo­
sure of a net investment in a foreign operation, the gain or loss is 
reported in other comprehensive income (outside earnings) as part 
of the cumulative translation adjustment. The accounting for a 
fair-value hedge described above applies to a derivative designated 
as a hedge of the foreign-currency exposure of an unrecognized 
firm commitment or an available-for-sale security. Similarly, the 
accounting for a cash flow hedge described above applies to a 
derivative designated as a hedge of the foreign-currency exposure 
of a foreign-currency-denominated forecasted transaction.
For a derivative not designated as a hedging instrument, the gain 
or loss is recognized in earnings in the period of change.
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Under FASB Statement No. 133, an entity that elects to apply 
hedge accounting is required to establish, at the inception of the 
hedge, the method it will use for assessing the effectiveness of the 
hedging derivative and the measurement approach for determin­
ing the ineffective aspect of the hedge. Those methods must be 
consistent with the entity’s approach to managing risk.
FASB Statement No. 133 precludes designating a nonderivative 
financial instrument as a hedge of an asset, liability, unrecognized 
firm commitment, or forecasted transaction, except that a non­
derivative instrument denominated in a foreign currency may be 
designated as a hedge of the foreign-currency exposure of an unrec­
ognized firm commitment denominated in a foreign currency or 
a net investment in a foreign operation.
FASB Statement No. 133 amends FASB Statement No. 52, For­
eign Currency Translation (FASB, Current Text, vol. 1, sec. F60), 
to permit special accounting for a hedge of a foreign-currency- 
forecasted transaction with a derivative. It supersedes FASB State­
ment Nos. 80, Accounting f o r  Futures Contracts (FASB, Current 
Text, vol. 1, sec. F80); 105, Disclosure o f  Information about Finan­
cia l Instruments with Off-Balance-Sheet Risk and Financial Instru­
ments with Concentrations o f  Credit Risk (FASB, Current Text, vol. 1, 
sec. F25); and 119, Disclosure about Derivative Financial Instru­
ments and  Fair Value o f  F inancial Instruments (FASB, Current 
Text, vol. 1, sec. F25). It amends FASB Statement No. 107 to in­
clude in FASB Statement No. 107 the disclosure provisions about 
concentrations of credit risk from FASB Statement No. 105. 
FASB Statement No. 133 also nullifies or modifies the consen­
suses reached in a number of issues addressed by the EITF.
FASB Statement No. 133 is effective for all fiscal quarters of fiscal 
years beginning after June 15, 1999. Initial application of this 
Statement should be as of the beginning of an entity’s fiscal quar­
ter. On that date, hedging relationships must be designated anew 
and documented pursuant to the provisions of this Statement. 
Earlier application of all of the provisions of this Statement is en­
couraged, but it is permitted only as of the beginning of any fiscal 
quarter that begins after issuance of this Statement. This State­
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ment should not be applied retroactively to financial statements 
of prior periods.
FASB Statement No. 134, A ccounting f o r  M ortgage-Backed  
Securities R etained a fter the Securitization o f  M ortgage Loans 
H eld f o r  Sale by a M ortgage Banking Enterprise, an 
am endm en t o f  FASB Statem ent No. 65
In October 1998, the FASB issued Statement No. 134, Accounting 
f o r  Mortgage-Backed Securities Retained aft er the Securitization o f  
Mortgage Loans Held fo r  Sale by a Mortgage Banking Enterprise, an 
amendment o f  FASB Statement No. 65. FASB Statement No. 65, as 
amended by FASB Statement Nos. 115, Accounting f o r  Certain 
Investments in Debt and Equity Securities, and 125, Accounting fo r  
Transfers and  Servicing o f  Financial Assets and Extinguishments o f  
Liabilities, requires that, after the securitization of a mortgage loan 
held for sale, an entity engaged in mortgage banking activities clas­
sify the resulting mortgage-backed security as a trading security. 
This Statement further amends FASB Statement No. 65 to require 
that after the securitization of mortgage loans held for sale, an en­
tity engaged in mortgage banking activities classify the resulting 
mortgage-backed securities or other retained interests based on its 
ability and intent to sell or hold those investments. This Statement 
conforms the subsequent accounting for securities retained after 
the securitization of mortgage loans by a mortgage banking enter­
prise with the subsequent accounting for securities retained after 
the securitization of other kinds of assets by a nonmortgage bank­
ing enterprise.
This Statement shall be effective for the first fiscal quarter begin­
ning after December 15, 1998. Early application is encouraged and 
is permitted as of the issuance of this Statement. On the date this 
Statement is initially applied, an enterprise may reclassify mort­
gage-backed securities and other beneficial interests retained after 
the securitization of mortgage loans held for sale from the trading 
category, except for those with sales commitments in place.2 Those
2. Mortgage-backed securities and other beneficial interests may be reclassified from the 
trading category when initially applying this Statement without regard for the provi­
sions in paragraph 15 of FASB Statement No. 115, which states that “given the nature 
of a trading security, transfers into or from the trading category.. .should be rare.”
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securities and other interests shall be classified based on the en­
tity’s ability and intent, on the date this Statement is initially ap­
plied, to hold those investments. Transfers from the trading 
category that result from implementing this Statement shall be 
accounted for in accordance with paragraph 15(a) of FASB State­
ment No. 115.
Executive Summary— New Accounting Developments
• See the AICPA general Audit Risk Alert—1998/99 for a thorough listing 
of new accounting developments.
• FASB Statement No. 132, Employers’ Disclosures about Pensions and 
Other Postretirement Benefits, an amendment o f  FASB Statement Nos. 87, 
88, and 106
• FASB Statement No. 133, Accounting fo r  Derivative Instruments and 
Hedging Activities
• FASB Statement No. 134, Accounting fo r  Mortgage-Backed Securities 
Retained after the Securitization o f  Mortgage Loans Held fo r  Sale by a 
Mortgage Banking Enterprise, an amendment o f  FASB Statement No. 65
AICPA Audit and Accounting Literature
Audit and Accounting Guide
The AICPA Audit and Accounting Guide Construction Contractors 
is available through the AICPA loose-leaf subscription service. In 
the loose-leaf service, conforming changes (those necessitated by the 
issuance of new authoritative pronouncements) and other minor 
changes that do not require due process are incorporated periodi­
cally. Paperback editions of the Guide as it appears in the service 
are printed annually.
Construction Contractors’ Financial Reporting Checklist
The AICPA has published a publication titled Checklists Supplement 
and Illustrative Financial Statements fo r  Construction Contractors as a 
tool for preparers and reviewers of financial statements of construc­
tion contractors.
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References for Additional Guidance
What are some organizations that can provide more information about 
the construction industry?
Further information on matters addressed in this Audit Risk Alert 
is available through various publications and services listed in the 
following table entitled “Information Sources.” Many nongovern­
ment and some government publications and services involve a 
charge or membership requirement.
Fax services allow users to follow voice cues and request that selected 
documents be sent by fax machine. Some fax services require the user 
to call from the handset of the fax machine, others allow users to call 
from any phone. Most fax services offer an index document, which 
lists titles and other information describing available documents.
Recorded announcements allow users to listen to announcements 
about a variety of recent or scheduled actions or meetings.
This Audit Risk Alert replaces Construction Contractors Industry 
Developments— 1997/98.
Practitioners should also be aware of the economic, regulatory, and 
professional developments described in the AICPA general Audit Risk 
Alert—1998/99 (Product No. 022223) and Compilation and Review 
Alert—1998/99 (Product No. 022222), which may be obtained by 
calling the AICPA Order Department at l-(888)-777-7077.
The Construction Contractors Alert is published annually. As you 
encounter audit or industry issues that you believe warrant discussion 
in next year's Alert, please feel free to share those with us. Any other 
comments that you have about the Alert would also be appreciated. 
You may email these comments to Rdurak@aicpa.org, or write to:
Robert Durak, CPA 
AICPA
Harborside Financial Center
201 Plaza Three
Jersey City, NJ 07311-3881
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